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Canadian Business 


The business recession in the United States still is a topic of conversa- 
tion whenever business men gather, and many and varied are the opinions 
expressed in this connection. Our views are well known and need no 
repetition here. However, the Royal Bank recently issued an interesting 
pamphlet, showing the relative business trend in Canada and the U. S. 
from the year 1919 to 1937, inclusive. This pamphlet and chart shows 
a comparison of business activity in comparative form, and with the year 
1926 equalling 100%, volume of production in Canada in 1937 was almost 
thirty per cent. greater than in 1926, which year was a year of relatively 
full employment in both countries, while in the U. S. A., the first half of 
1937 averaged only about ten per cent. greater than in 1926, and by the 
end of the year fell to about eighty per cent. of 1926. From 1926 to 1937, 
there have been only a few months in which production in the United 
States was relatively as high as in Canada. Ir will, therefore, be seen that 
business in Canada has made a much more substantial recovery from the 
depression than has the United States, and, moreover, the business reces- 
sion has not affected conditions in this country to anything like the extent 
it has in the U. S. There has, however, during the past few months, been 
a definite falling off in some industries here. This may be seasonal to a 
large extent, and the next two months should definitely show which way the 


wind is blowing. 


Relief in Canada 


The Dominion employment index shows that Canada jumped from 
104.1% in January of last year to a high of 125.7% in September, then 
dropped slightly in November, and still more in December. January, 1938, 
figures are not yet available, but a further drop, although only slight, is 
expected to be shown in that month. However, the relief recipients in 
March last were approximately 1,208,000, of whcih two-thirds were those 
normally employed in industry, together with dependents. Only about one 
quarter of this total were farm people, but, since that time, there has been 
a gradual increase of the latter people in receipt of relief and a reduction 
in those normally employed in industry, also on relief, and in September 
last these two groups were considerably nearer equal. This is, to a large 
extent, the results of those unable to earn a livelihood in the farming 
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industry. Better planning methods can assist in solving seasonal occupation 
in Canadian industry, with a consequent drop in relief figures, and also a 
drop in taxation necessary to supply the necessary relief, but, at that, 
Canada is in a far better position in this regard than is the United States. 


Unemployment Insurance 


Rumour has it that Prime Minister King, because of opposition from 
three Provinces, will drop his proposed Unemployment Insurance Measure, 
but one wonders whether this is solely because of such opposition or whether 
the brief filed before the Rowell Commission by the C. M. A. has anything 
to do with it. The C. M. A. argues that many of those at present on 
relief are unemployable, and with this we concur. They further argue 
that many would never be eligible for relief, and, under present plans, 
this undoubtedly is so. But this brings up another question, very im- 
portant in our economic life. 

Undoubtedly there are many at present unemployed and who may be 
considered unemployable, only from a standpoint of age. The cry of 
“too old at forty,” or forty-five, has never left us. These are the forgotten 
men in industry, and it does seem senseless and cruel to deprive such men 
of the chance to earn a livelihood purely from a standpoint of age, and, 
at the same time, to deprive such men of an Old Age Pension for a period 
of approximately twenty years, or until they attani the age of 65. It does 
seem that, despite the plea of the C. M. A., there is ample room, and ample 
grounds, for not only a contributory system of Unemployment Insurance, 
but also some form of contributory Old Age Pensions. True, under presentt 
plans, those who continued to be unemployed, or unemployable because of 
age, may not benefit under such schemes, but, at any rate, the foundation 
would be laid for benefits to those who are at present employed but who 
may, because of age, lack of business or something of the kind, be denied 
employment some time in the future. Certainly it would result in a gradual 
falling off of the number on relief and consequent taxation to pay such 
relief. So far as the “too old at forty” cry is concerned, there is need for 
concerted, planned action in this regard. Social security may be a dream, 


but is is a very necessary reality to many of us. 





At Headquarters 


Much preparatory work has been done from headquarters during the 
first month of the year, work which will show results at a later date. The 
Niagara Peninsula Chapter organization is almost completed, and good 
results have been shown in a survey of the London and Windsor districts. 
London may be organized very shortly and, if possible, the Windsor dis- 
trict will also be organized prior to the end of the present financial year. 
A survey is also being made in Quebec city, and the possibilities of organ- 


izing a Chapter there explored. 
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Other Chapters are functioning well, with good attendances at meetings 
reported from practically all centres. The programs arranged for the 
various Chapters have been interesting and educational up to date. 

Membership continues to grow nicely, with Montreal, Toronto and 
Hamilton running very close in the race for the membership shield, which 
is awarded every year to the Chapter showing the greatest percentage of 


Increase in membership. 


The Forum section continues to be a feature of Cost and Management, 
and it is hoped that membership will take advantage of this page to an 


even greater extent in the future than in the past. 


Many more members are taking advantage of the reference library 
and iiterature received than in the past, and members are reminded that 


literature listed as received is available on loan for the asking. 


All in all, the future is bright. Numerically, we are considerably 
stronger than at the start of the present financial year, and with every 


prospect of becoming considerably stronger in the very near future. 


Examinations will be held in Montreal and Toronto, and possibly in 
Vancouver, in May, and those who desire to enter these examinations 
should prepare immediately. In this connection, more student members 
are being enrolled, and next year these examinations should be quite a 


feature of our Society’s work. 





Chapter Notes 


Montreal. 


The annual debate between this Chapter and the Canadian General 
Accountants’ Association was held on January 28th, when Messrs. Tracey 
Carten and Cyril F. Rathbone C.S.C.A.), upheld the affirmative of the 
resolution: “That a Mutual Understanding Between Management and 
Labour is Conducive to Ultimate Cost Reduction,’ against Messrs. Arthur 
Beaulieu and Paul J. Landers (C.G.A.). 

The points gained by both sides were very close, the C.S.C.A. team 
being adjudged the victors by a narrow margin. 

The judges were: Messrs. E. J. Beauvais (C.G.A.), Paul Kellogg (C.S. 
C.A.), and Clarence Fraser. 

Subsequent to the debate, Mr. Fraser, who holds the position of 
General Personnel Supervisor, the Bell Telephone Co. of Canada, spoke 
in a very interesting manner on hte subject of the debate, and stated that 
mutual understanding depended, to a great extent, on the mental approach 
to crises and situations which needed diplomatic handling. 

On Friday, February 11th, the Joint Smoker of the C.S.C.A. and the 
C.C.G.A. was held at the Windsor Hotel, and was, as usual, a pronounced 
success. That born showman, T.. I. Smyth, who was chairman of the 


committee in charge of arrangements, even excelled himself, which is saying 
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something. The Fountain was turned on full, and the ambulances and 
taxis were in attendance from 11 p.m. Credit for the success of this 
annual affair is due to the efforts of Mr. Smyth and his committee, who, 
every year, seem to find ways and means to make this affair bigger and 
better than ever. 

On February 25th, the annual Students’ Night will be held, under the 
very capable direction of Mr. Don. Patton, and it is expected that, as 


usual, there will be a large turn-out for this event. 


Toronto. 

The Toronto Chapter seems to be excelling itself during the past few 
months, for in the last three meetings the attendances have been 121, 114 
and 143, and the members certainly have enjoyed these meetings. The last 
meeting was held on January 25th, at the Round Room, Eaton’s, College 
street, when Mr. Paul Kellogg of Stevenson & Kellogg, Management Con- 
sultants, Montreal, spoke on ‘“The Mathematics of Management.” This 
was a joint meeting with the Hamilton Chapter, and the boys certainly 
turned out for this meeting. Thirty-seven were present from Hamilton, 
and they certainly made their presence felt with the famous Hamilton 
Tiger yell. 

The next meeting will be held at the Canadian Military Institute, 
University avenue, on February 22nd, when the speaker will be Mr. Walter 
Lattman, Assistant to the General Manager of the Massey-Harris Co. Ltd. 
His subject will be ‘Some Difficulties of Export Trade.” Mr. Lattman is 
a fluent speaker, and it is to be hoped that the members will live up 


to their now established reputation for turning out in large numbers. 


Hamilton. 

The Hamilton Chapter upheld its reputation for good attendances by 
turning out in force for the recent joint meeting in Toronto, and those 
who did attend thoroughly enjoyed the trip, which was made by bus. On 
February 10th a large attendance was on hand to hear Mr. R. C. Stark, 
Director and General Superintendent of the Pratt & Lambert Co. Inc. of 
Buffalo, N.Y., who spoke on ‘The Accountant in His Relation to Factory 
Management.” Mr. Stark, who was in humorous vein, thoroughly cap- 
tivated his hearers, but as his address will be published later, no useful 
purpose can be served by any elaboration here. 

On February 23rd, one of the best meetings in the history of the 
Chapter is expected, when Mr. R. H. Rositzke, of R. H. Rositzke & As- 
sociates, of New York City, will speak on “Measured Day Work in its 
Relation to Better Management.”’ In the early part of his address, Mr. 
Rositzke will deal with “Job Evaluation,” and there appears to be no 
doubt but that the attendance will be the best of the season to date. Every 
Hamilton member should make a point of being present at this meeting. 


Kitchener. 

There was only a small attendance present, due to end of the year 
work, to hear Mr. R. Dawson, Secretary-Manager of the Society, speak on 
January 27th, at the Y.M.C.A. His subject was “The Workings of a 
Simple Standard Cost System.”” What the meeting lacked in numbers, 
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however, it more than made up in interest, and the question period was 
indeed full of interest. On February 24th, Mr. R. F. Bruce Taylor, C.A., 
will address the members at the Y.M.C.A., on “Annual Financial State- 
ments and the Relationship Between the Accountant and Auditor.” It is 


hoped, and expected, that there will be a large attendance for this meeting. 


Niagara Peninsula. 

While the organization of this Chapter is not yet completed, two 
meetings have already been held, and things are moving nicely. On 
January 20, a number of members and interested prospects attended a 
dinner at the Leonard Hotel, St. Catharines, when Mr. R. Dawson, Sec- 
retary-Manager of the Society, spoke on “Inventory Control,” a subject 
which is scheduled for March 4 at Welland, when the speaker will be 
Mr. E. M. Detwiler of Buffalo. Mr. Detwiler will speak on “The Control 
of Maintenance Expenditures,” and the popularity of this speaker is so 
that a delegation from Hamilton will be on hand to listen. At this meet- 
ing, the Provisional Directors of this new Chapter will be announced and 


organization completed. 





Literature Received 


Customers’ Accounts. 

N. A. C. A. January 15. 

An article by Harold W. Luenstroth, and is a review of the best 
methods of handling customers’ accounts. After reading this article, one 
wonders if too little attention has not been paid in the past to this side of 
business. 

Accounts Receivable Records and Methods. 

N. A. C. A. January 15. 

Another article on the above subject, but which shows differences in 
methods adopted, written by N. B. Ziegler, and is just as interesting and 
informative as the article listed above. : 

Some Features of Hotel Accounting. 

American Institute of Accountants. 

A brilliantly written booklet, prepared by Thomas Henry Saunders, 
Harvard University Grade School of Business Administration; Henry R. 
Hatfield, University of California, and Underhill Moore, Yale University 
School of Law. Is a most complete and thorough statement of accounting 
principles and should be read by all accountants. 

Costing and Control in a Shoe Manufacturing Business 
Which Operates Its Own Retail Outlets. 

The Canadian Chartered Accountant. February. 

A detailed and complete article on costing in the shoe industry, and 
particularly interesting to those engaged in that industry. By Rutherford 
Williamson, F.C.A. 

Controlling Profits and Cash Through the Budget. 

N. A. C. A. February 1. 


THE FORUM 


By Goldsborough Robinson, and is a very complete and thoroughly 
interesting article on a problem which is exercising the minds of indus- 


trialists and accountants alike. 





NEW MEMBERS 


Montreal Chapter. 
J. Gorelik, Progress Furniture Mfrs. Ltd., Montreal. 
F. J. Gaboury, Audit Dept., Mount Royal Hotel, Montreal. 
A. J. Dolbec, C.P.A. Inspector of Income Tax, Quebec. 
Paul S. Gravel, McCall-Frontenac Oil Co. Ltd., Montreal. 


Toronto. 
A Hattin, C.P.A., Hattin & Hattin, Toronto. 
W. G. Bailey, McLean Publishing Co. Ltd., Toronto. 
C and M — Galy THREE 
S. R. Phin, Joseph McDowell & Co., Toronto. 
George Marshall, Rowntree’s Limited, Toronto. 
R. A. Rennie Charters Publishing Co., Brampton, Ont. 
B. W. Lang, Goodyear Tire & Rubber Co. Ltd., New Toronto. 


Kitchener. 

E. D. Kinzie, Rumpel Felt Co. Ltd., Kitchener. 

O. E. Fries, The Mitchell Button Co. Ltd., Kitchener. 

In addition to the above, several members have been enrolled for the 
new Niagara Peninsula Chapter. These will be listed in the next issue of 


“Cost and Management.” 


FORUM SECTION 


We would like to obtain, if possible, some information on the matter 
of “depreciation with respect to the maunfacturing of carbonated and 
non-carbonated beverages, such as cases, bottles, barrels, kegs and other 
plant and warehouse equipment.” We would like to know on what basis 
other manufacturing plants of a similar nature throughout Canada cal- 
culate depreciation on such equipment. Perhaps you can suggest some 
articles on this subject to which we may refer. 





COMPANY “K.” 


We know of no articles written on this particular subject, but the 
following information from two different companies is submitted. Other 
replies to the above will be thankfully received.—Ed. 

Dear Sir,— 

In the matter of depreciation: On the regular Machinery and Equip- 
ment Assets we follow the rates laid down by the Dominion Income Tax 
Department. The treatment of bottles, cases and other containers depends, 
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first of all, as to whether they are returnable to the manufacturer or not. 
Secondly, consideration must be given as to whether a deposit was charged, 
either above or below cost, to ensure their safe return. In one case, the 
containers in the hands of the trade would represent a liability at less than 
cost value; in the other case, they would represent a liability at more than 
cost—each plan calling for a different treatment. 

Aside from these considerations, the treatment of the containers be- 
comes an involved matter, as there are many side issues, such as the treat- 
ment of or depreciation provision for reconditioning, repair and replace- 
ment. In our experience, we have not found any two operations present- 
ing the same set of working circumstances. 

Broadly speaking, the answer has to be provided by the method of 
handling, the conditions of the purchase and the experience resulting from 
the circulation of the containers of various types. Obviously glass packages 
would have a much shorter life than barrels or kegs, and the risk in their 
movement would be very much greater—all of which goes to show that the 


question cannot be answered in general terms. 


COMPANY “L.” 


Dear Sir,— 

Regarding depreciation methods: We are pleased to submit information 
as follows: 

‘Bottles and Cases.” 

Cash deposits to insure return are collected on bottles and cases, and 
the funds received are credited to a Container Deposit account, which pro- 
vides a reserve to cover our liability to customers for deposits. Containers 
are charged to the various Capital Asset accounts when purchased. No 
entries are made in these property accounts for containers put out in the 
trade on deposit, so that the property account reflects values applicable 
to containers both in plants and in the trade. At each year end, containers 
in plants and in the trade are valued at deposit prices, and the property 
accounts are written down to those values. After the first year this pro- 
cedure was inaugurated, it has meant that the write-down from cost to 
deposit prices is necessary only on containers purchased during the year 
since the inventory in plants and contaners in the trade have already been 
written down as of the end of the previous year. An estimation is made at 
the first of the year in order to provide a reserve monthly to take care of 
the year end adjustment. Purchases are estimated for the year ahead, and 
the difference between estimated cost and the deposit valu of the containers 
is determined. A further estimate is made of the quantity of containers 
which will be disposed of, such as Bottle Breakage, Cases to be Destroyed, 
and Inventory Shortages. These quantities are priced out at deposit values. 
The total of these two estimations is spread over the 12 months of the 
coming year, and in each month a proportion is set up as a reserve. At 
the year end the actual figures are computed and the inventories are valued 
as outlined above, with the reserve thus cerated, being wiped out. 
“Barrels, Kegs, etc.” 

Barrels and Kegs are not treated in the same manner as Bottles and 
Cases, since they depreciate through use to a point where we find it ad- 
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visable to dispose of them by sale. The prices at which these containers 
are usually saleable, on the average, are known, and we set a residual 
value on each type of container, based on the usual sale price. 

Deposits are collected on these containers, and the purchase price is 
debited to Capital Asset account at the time of acquisition. However, in- 
stead of writing these containers down to deposit price at the year end, 
we write them down to the residual value, but spread this right down over 
a period of three years. This makes it necessary to “age’’ the accounts. 
The number of each type of container in the trade is determined by divid- 
ing the deposit liability for each type of container, by the price of deposit 
per container. Then the number of containers in the trade, thus deter- 
mined, is added to inventories in plants, after which it is a matter of “age- 
ing’ the accounts by seeing the number of years’ purchases represented 
by the quantity on inventory and in the trade. In this way, at the end of 
three years, containers are depreciated down to the residual value and they 
are not depreciated beyond that point. 

It is noted from your letter that the source of the information we are 
supplying will be treated as highly confidential. 

Yours very truly, 


COMPANY ‘“M.” 





History and Development of Accounting 


By 
S. D. REAVELY 
Headmaster of Business Administration Department 
O’Sullivan College, Montreal 


Address delivered before the Montreal Branch of the General 
Accountants’ Assocaition, on December 13th, 1937. 


In undertaking a study of the history of Accountancy, it is necessary 
that we analyze the term “Accountancy” and find out what elements are 
essential before accounting of any nature can be made. We will all agree, 
I think, that before any record can be made there are at least three re- 
quisite: Some method of expressing quantities or values; Something on 
which to make the record and something with which to make the inscrip- 
tion. This leads us first to a study of numeration which carries us back 
thousands of years, when the barbarians scratched with some substance, 
probably flint, upon a rock, to record some act or event. This led through 
time to the use of pictures of such inscriptions which were mostly of quad- 
rupeds, and if you have noticed them carefully you will note many have 
only one fore and one hind leg, because the inscriber at that time apparent- 
ly had not learned the art of showing the animals as they actually stood. 
Later on, the method of expressing values turned to signs, using sometimes 
the hands and feet. This method is still found among the African Bush- 
men, who have only two expressions of value—2 as indicated by two hands 
—and “many,” meaning too much for them to figure out at one time. 
This is borne out by Francis Galton, who, in writing of his travles in 
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Africa, tells of his transaction involving the purchase of sheep, wherein he 
had to purchase them one at a time instead of in groups, as the Bushmen 
could not comprehend 3 sheep at 2 plugs of tobacco each, should net them 
6 plugs of tobacco in all. 

Another method of reckoning belongs to a later date, and has its 
origin in the Orient. I refer to the Abacus or board with grooves on it, 
into which pebbles were placed to denote quantities. This same idea may 
be seen which slide along rods. 

Still another early accounting device had its origin in Peru and was 
known as the Quipu. It was really a twisted cord made up of strands of 
colored string, each color representing some particular commodity, knots 
being tied in the various cords to represent values. This was used not 
only for reckonnig--incidentally, probably being the basis of our present- 
day decimal system—but also for recording. 

In later civilizations we find the Egyptians in the process of writing 
numbers, repeating the symbol for unity up to nine and then repeating 
the symbol for ten as many times as necessary to record the value. 

This was followed by the use of Roman symbols, which were used by 
English Accountants even as late as the 16th Century. It is interesting to 
note that Roman Numerals were used by the Italians until the 14th or 
15th Centuries, when they were supreseded by Arabic numerals, probably 
because of the Italian commercial dealings with the Arabs. They later 
spread to England and France via this route, and the Moors carried them 
to Spain in the 11th Century. With reference to the Arabic numerals, it 
is interesting that these did not originate among the Arabs, but were de- 
rived from the Indo-Bactrian alphabet (180 B. C.), and in all probability 
were introduced to the Arabs by the Hindoos. The Arabic numerals are 
now used in almost every country of the world except China, Japan and 
India, and it is strange that, although these originated in India, they have 
long since been discarded there. 

This gives some idea of the means available for recording values up to 
the present time. Let us now move on and see how these were employed 
in various periods in the cause of accounting. 

Since the dawn of civilization, histories have been replete with refer- 
ence to the matter fo taxes and, naturally, some means of accounting for 
these must have been in evidence at the time. We have ample proof of 
civilized communities existing more than 6,000 years ago. As early as 4500 
B. C. the Chaldean-Babylonian Empire was a highly developed govern- 
ment. The Khammurabi Code belongs to this period and is believed to be 
the earliest codification of law in existence. Part of that code refers to 
documentary evidence of contracts. Let me quote: “If a man has given a 
deposit without elders or contract, and where he has given, they contest 
it, there shall be no claims.” 

These ancient records consist of clay tablets bearing cuneiform letters 
and were prepared by what might be called the first known accountants, or 
scribes. They referred to many kinds of contracts embracing barter, sale, 
money lending, wills, receipts and disbursements, etc. Again let me quote 


from one of these: 
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“Forty tetradrachma owed. Tarasseh, son of Bel-akhe-irils will pay 
into the hands of Sir-Iden, son of Hablai, in the month of Iyar, 40 tetra- 
drachma in the Temple of the Sun, in Babylon—witnesses: 


Arrame, son of Ruya, 

Allit, son of Airad, 

Kislar, son of Sinam, 

Sir-Iden, son of Hablai, scribe, 
Babylon, month of Kisliv, htird day, fifth year Pacorus, King of Persia.” 

It is evident that the scribe, or accountant, played a most important 

part in the trade of the community, and it is interesting to delve into his 
educational background. He belonged to the priesthood. Early in his life 
he was taught to read and write, his vocabulary containing words equiva- 
lent to “counted,” “paid,” ‘“‘weighed,” etc. Together with his ability to 
write, the scribe was taught to reckon with numbers, as is evidenced by the 
fact that many treatises on arithmetic have been unearthed from ruins of 
ancient libraries. In addition, the scribe was well trained in commercial 
law, as the Babylonian laws were strictly adhered to and the responsibility 
for enforcement rested, to a large extent, upon the shoulders of the ac- 
As most of the business was transacted in temples, the association 


countant. 
between priest and scribe was very close, and most of his training came 


from that source. 
But, so much for the scribe. A word, in passing, about the businesses 


of that time. 

We have tablets giving a portion of the history of a firm of Bankers 
known as Egibi & Sons, established in Babylon about 1,000 B. C., and in 
existence for a term of more than 500 years. The wealth of this firm 
was enormous, enabling it to conduct financially all types of transactions, 
including loans to sovereignties and private individuals. 

Another banking house was that of Murashu Sons, 1464 B. C. to 405 
B. C. Its transactions are pretty much the same as those of Egbii & Sons, 
excepting one evidence of a loan secured by a mortgage fo land. 

I have dwelt longer on the development of accounting in Babylon 
than I intended to, but actually I cannot overstress the point, as the 
evidence of accountancy in that empire is so strong that we cannot credit 
its origin to any other country. 

I would like to move on to Egypt. The records here, in many respects, 
parallel those of Babylon. The officials of Egypt to whom the history of 
accountancy chiefly refers were the king and the vizier. The vizier was 
really the prime minister, and he reported monthly to the king on the 
status of the treasury. The treasurer ranked next to the visier and was 
required to report each morning before the treasury houses were allowed 
to open. His duties, in some respects parallel the duties of the present-day 
officail bearing the same title, as he gave the final authority for making 
payments, etc., and generally supervised the treasury and its contents. 
Under him in somewhat the capacity of assistant-treasurer, we find still 
another official, known as Treasurer of the God. He was followed by the 
Superintendent of the Granaries, who was charged with the collection of 
the corn taxes, etc. In this organization it is plain to see that the scribe 
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must have played a most important part. His training was very similar 
to that of the Babylonian scribe, but he had one advantage, however, in 
that he had the calmus and papyrus at his disposal with which to make 
his records. There is one point relative to this organization that I have 
just mentioned that is most interesting. It rests in the fact that they had 
a highly developed system of internal check in effect which really worked 
well. Let me quote from Erman’s “Life of Ancient Egypt:”’ 

“The building on the left is the treasury, in which we see the weigh- 
ing of money that has just been received. The treasurer Bakte squats on 
his divan, inspecting the work, whilst, outside, his scribe, Neternacht, makes 
a record of the proceeding. Close by is the building for the ‘superinten- 
dence of the property by the revenues,’ and here the scribes are especially 
busy. The harvest is just over, and the corn is being brought into the 
granaries; each sack is filled in the sight of the overseer and noted down, 
and when the sacks are carried up the steps to the roof of the granaries, 
the scribe Nuteruhotep receives them there, and writes down the number 
emptied through the opening above. In this way, any peculation on the 
part of the workmen is avoided, and the officials check each other.” 

So much for Ancient Egypt, let’s take a look at Greece. 

We will all willingly admit that the early history of Greece gives in- 
disputable evidence that Greece reached unprecedented heights in the arts. 
To achieve such eminence, it was necessary that she be financially strong, 
and that her finances be properly utilized in accordance with the principles 
of economics. The laws restricted the right of raising revenue to the 
Assembly, which, in turn, delegated this duty to its council, which enlisted 
the aid of accountants of the state. These supervised control over the 
various revenues, recording the receipts and apportioning the income among 
the various treasuries, even controlling the expenditures after the allot- 
ments had been made. There is an interesting feature here, too. They 
often sold the right to collect taxes for a specific price which, of course, 
precluded the possibility of Greece having a deficit, but naturally created 
a social economic problem that did not inure to the benefit of the state. 
Other interesting points relative to the accounting of the time were that 
h Greeks believed in publicity of the accounts of the financial administra- 
tions, and laws were enacted to give effect to this belief. Consequently, the 
treasurer's accounts were engraved on stone and placed out-of-doors for 
public inspection. Also, it was necessary for every individual to render 
an accounting of his affairs to the State before leaving the country or 
making a will. We find Athens enjoyed many bankers, who accepted 
deposits and loaned money at interest rates, which were not fixed but fluc- 
tuated accordingly as the money market rose and fell. We also find drafts 
and letters of credit prevalent, as was the use of day books and even 
ledgers. Companies and partnerships existed in Greece as early as 400 
Bc, 

But, now suppose we take a look at the Roman Republic, and then 
the Roman Empire. 

Accounting under the Roman Republic reached a high degree of per- 
fection, which was doubtless due, in part, to the fact that the Romans were 
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unexcelled as administrators, meaning, of course, that good accounting 
records were necessary. The first treasury was the Temple of Saturn, and 
from it worked what we might well call the first auditors. They were 
known as quaestors, and, in addition to doing the accounting for the 
treasury, acted as custodians of the keys of the treasury. They also as- 
sumed the capacity of auditors in that they audited the accounts of the 
governors of the provinces. It was in this Society as well that we run 
across the first statistician, who was termed a Censor, and whose duty it 
was to compile statistics relative to population for the preparation of tax 
rolls and their subsequent collection and deposit. A large portion of the 
taxes recovered, however, were not of the direct type, but rather were 
collected through indirect means, such as the levy of dues on ports, sale 
of confiscated lands, and spoils of war, etc. 

But, to touch more closely the actual accounting procedure of the 
period. It really was only an enlargement of the system employed by the 
leading Roman family, involving an entry daily for various receipts and 
disbursements in a day book, later to be posted monthly into a register 
which was, in effect, a ledger. Before a debtor was legally bound to pay, 
he had to approve the ledger entries, thus making it an enforceable con- 
tract, after which he might pay by cash or by cheque upon his bankers. 
It is interesting to note that even at these early times, the Roman bankers 
were under the supervision of the state and, in addition to the usual day- 
book and ledger, the state required the bankers to keep a record with each 
client, showing charges and payments made on his account. In the event 
of disagreement, the banker had to produce his records before a tribunai 
before a settlement could be made. 

As to disbursements from the state treasury, these had to be legally 
ordered by a magistrate, who required documentary evidence of the obliga- 
toin before he would order the quaestor to release the funds from the 
treasury to pay the debt. 

Throughout the whole system of accounts, the Romans maintained a 
highly developed system of internal check, even requiring an auditor to 
submit a record of his accounts, not only to his successor, but to the Senate, 
before they would allow him to retire from office. 

Although this system proved adequate for the purposes of the Re- 
public, once the Empire started to form, it was fuond to be too stiff to 
meet the demands of the time, and changes were made. It was at this 
time that Caesar was at his best and he exercised personal supervision 
over all financial matters, seeing that the receipts and disbursements were 
more properly accounted for, to the end that during his office the treasury 
had far the greatest balance it had ever enjoyed. The treasury itself was 
split into three—one for the people—one for the emperor—and one for 
the army. This meant a split in the tax levies, and although the Romans 
had done much the same as the Greeks, in that they sold the privilege to 
collect taxes, we now find well-developed companies formed to engage in 
tax collecting only, and it is very evident that they either knew from the 





beginning, or soon found out, that politics can creep into business. Augus- 
tus saw the fault, and abolished the practice, and also might be said to 
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be the originator of the budget, as he instituted this method of controlling 
the treasuries to maintain favorable balances. In succeeding years, the 
system was improved, and the accounting methods along with it, until 
about 290 A. D., when Diocletian divided the Empire into dioceses com- 
posed of various provinces, with the governor of each province responsible 
to the governor of the diocese, who, in turn, was accountable to one of four 
prefects. The prefects, of course were driectly responsible to the emperor 
for the satisfactory functioning of the organization. This same system 
continued almost without modification for about 200 years, until the fall 
of the Western Empire, and was eventually lost in the Dark Ages, to 


which I would now like to refer. 


The Dark Ages proper, cover from the 5th to 11th centuries, and 
the available history of accounting is most fragmentary. The fall of the 
Roman Empire brought with it many changes, and the accounting de- 
velopment, of course, was altered materially. In the 6th Century Justinian 
created towns with military supervisors, who were directly under the control 
of the governor, who, in turn, reported directly to the Emperor. The ac- 
counting records were greatly reduced in volume, or apparently in im- 
portance, at least in governmental transactions. Actually, the only avail- 
able records throwing reasonable light on the developments of the period 
are those of the Roman Church. During the 6th Century, when Gregory 
I. was Pontiff of the Roman Church, its income was increased enormously, 
due to the activities of the Ecclesiastical Courts and the levying and collect- 
ing of taxes. 
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The church property was administered by the deacons of the Pontiff, 
in order that a true return of revenues should be made, and also that the 
revenues of doubtful heritage should not be accepted. The papal treasury 
at Rome was supervised by a treasurer, under whom a paymaster func- 
tioned. This latter officer disbursed funds for the troops, alms, etc., and 
he had representatives located in the various provinces—all with suitable 
accounting records to record their activities. This system developed slowly, 
until the 9th Century, when Charlemagne issued instructions relative to the 
administration of royal lands. These required an annual survey of royal 
property, including inventories of lands, laborers, stock, etc. The income 
and disbursements were recorded in separate books and the balance was 
remitted to the king. This may have been the forerunner of the English 
Exchequer. 

But, suppose we leave this part of the world for a few moments and 
pursue developments in England up to recent years, after which we will 
again return to Europe and see what later developments there brought 
forth. 

When William the Conqueror invaded England in 1066, he took title 
to all property in the name of the crown and caused a survey to be made 
of the crown lands, and a record to be compiled of the tributes due the 
crown. This was made up in 1086 into a bound volume known as the 
Doomsday Book, and it served as a register from which judgment was to 
be given upon the value, tenure and services of lands therein described. 
It is doubtful that hte royal revenue of England was audited during the 
regins of William I. or that of his successor, William II., but such audits 
were undoubtedly made during the ascendancy of Henry I. (1101-1134). 
The oldest English accounting record now extant is the Pipe Roll, com- 
piled annually on sheepskin during the reign of Henry I., beginning in 
1130. It was compiled from the information in the Doomesday Book, and 
hte records were kept by the sheriff of each county. The English ex- 
chequer, as a separate department, was established during the reign of 
Henry II., the name being derived from the checkered table similar to a 
checker board, upon which the settlement ‘of accounts took place. The 
exchequer was really made up of two divisions—the Upper, which had 
control over collection and disbursement of royal revenues, and the Lower, 
which had to do with the receipt and issue of public money. An early 
instance of auditing is found here, in that the lower exchequer was 
audited by the upper exchequer. The department of the exchequer re- 
quired the sheriff of each county to appear twice yearly, at Easter, and 
again at Michalmas, September 29th, known as quarterly rent day in 
England, and to account for revenue due from his county to the crown. 
At Easter the sheriff made a part payment in cash and received a receipt 
in the form of a tally stick, which was notched, to represent amounts re- 
ceived, and then split in two. When the sheriff reappeared at Michael- 
mas he presented his part of the tally stick, which was fitted to the portion 
held by the exchequer, and a reckoning then took place to ascertain 
balances owing to the department. This procedure of the sheriff appear- 
ing before the lower exchequer, with a few variations, remained fairly 
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uniform almost to the 19th Century. The meeting was called at the 
county seat, and the treasurer representing the exchequer read from his 
copy of the Great Pipe Roll the amount due the crown from the sheriff, 
and the exchequer attendants placed counters on the checkered cloth to 
reckon the various amounts. On the near side of the checkered cloth was 
the sheriff. As the treasurer called the amounts the sheriff placed in 
appropriate columns his tally stick and crown vouchers and money and 
jewels, etc., to balance the counters of the exchequer attendants. Thus the 
yearly account was settled. 

During the 12th and 13th centureis England witnessed unusual activity 
in the surveys of lands held by religious organizations and private persons. 
The estates were called manors, and extensive accounting records were 
essential to reflect two objectives, first to set forth the yearly income due 
the lord of the manor, and second to furnish a complete inventory of the 
lands and chattels. Here we have a good basis of our present-day con- 
ception of the objectives of accounting, viz: to set forth financial pro- 
gress and financial position. 

It appears that accounts were not uniformly stated until the end of 
the 13th century. Prior to that time, transactions were recorded in nar- 
rative form, but, towards the end of the 13th century, we find similar 
transactions grouped together, the money totals of the groups being 
entered in a right hand column. 

With the 14th Century greater skill in accounting made its appear- 
ance, the accounts of the City of London in 1334 being kept in Latin 
or Norman French. Roman numerals were still in use, but the items of 
the account were tabulated in columnar form, with the money values placed 
in the right hand columns. Also, each page was totalled, but the amount 
was not carried forward to the next page. 

In the early part of the 15th Century the style of account used 
especially for estate accounting was of the “charge and discharge”’ method. 
The executor “charged” himself with the estate and “discharged” himself 
of the disbursements properly chargeable to the estate. For more than 
500 years this method of estate recording ‘has continued, and it is used 
by us to-day in estate accounting incident to orders from a surrogate 
court. One of the early accounts of the City of Edinburgh (1553) was 
based on this charge and discharge method, hte city treasurer being 
charged with rents and. duties, and discharged for authorized disburse- 
ments. This set of accounts was written up in Roman numerals and con- 
tniued to be so written until 1673, when the Arabic superseded them. 
Each page of the books of this set was totalled, but it was not until 1720 
that we find totals being carried forward from page to page. 

In Scotland, in the latter part of the 18th Century, it was not un- 
common to find lawyers practicing accounting as a part of their profes- 
sional activities, but records of the City of Edinburgh show the names 
of public accountants practicing only public accounting after the year 
1773. The first, and one of the most distinguished professional account- 
ants was George Watson, who was born in Edinburgh in 1645 and who, 
after completing his schooling and apprenticeship to a merchant there, 
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was sent abroad to learn bookkeeping. His proficiency in his field made 
it possible for him to become the account for a leading mercantile organ- 
ization, and after several years of such service he became a professional 
accountant for corporations and societies. 

Before the 19th Century had progresed far, several firms of account- 
ants sprung up ni Scotland and became engaged in practice, and develop- 
ment followed up to the present-day status. 

Returning to England, we find Hugh Oldcastle as one of the earliest 
accountants. He was a teacher of bookkeeping early in the 16th Century, 
and in 1543 he published the first known treatise on bookkeeping in Eng- 
lish. In 1636 Richard Dafforne wrote ‘‘The Merchants’ Mirror,” and 
made it known that, for a fee equivalent to $800 a year, he would under- 
take to write up books of account. One of their outstanding accountants 
of the 18th Century was Charles Snell, of London, who was not only a 
teacher of bookkeeping and accounting, but he was the first public ac- 
countant in England to investigate the records of a public organization— 
that being the South Sea Company, about which I am sure you have some 
recollection, as it was a part of your early education in history. Towards 
the end of the 18th Century, public accounting was just beginning to re- 
ceive recognition by the public, and directories of various cities were be- 
ginning to carry the name “accountant” in 1787. 

But I am leading you up to the present too rapidly. Before treating 
with presnet conditions in the profession in various parts of the world, 
I would like to go back an dgive credit where it most certainly belongs. 
Aside from any personal feelings we may have at the present time con- 
cernnig Italy and her “‘boss,’’ we owe her an enormous debt with regard 
to accounting, which can never be repaid. I have already given con- 
and Roman Empire, but I would now like to go back and pick up the 
siderable attention to the progress of accounting in the old Roman Republic 
thread from the Dark Ages onward. 

As early as 831 A. D. accountants were known in Italy. At that time, 
a deed which was executed between the Abbot of St. Ambrose and Senior 
Donnolo was signed by an accountant. 

As the towns of Italy were free communes, and as wealthy maritime 
republics developed there, accounting was given an additional impetus. 
Not only did the laws of the 11th century require the scribes to render an 
account of the goods on shipboard, but in the 13th century at Milan it 
was incumbent upon the Magistrate to render accounts every few months. 
The importance of having accountants in municipal life is recorded in 
the fact that Milan had its “General Regulations of Taxable Lands” com- 
piled by accountants in 1164. 

With the rehabilitation of Italian commerce, we find that the Bank 
of Venice was established in 1157, to be followed by the Bank of Medici 
at Florence, in 1407. Ar this time, the partnership form of enterprise 
was superseding the extensive enterprise on one person’s initiative. 

As early as 1211 we have records of cross-entries in books of account 
and from the books of the banking organization at Florence we find the 


depositor account was debited on one page and credited on another, un- 
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doubtedly being the early beginning of double entry bookkeeping. 

It is interesting to note that the records of receipts and disbursements 
of Pope Nicholas III. in 1280 were in the nature of a Journal of Cash 
Transactions, and it was nct uncommon for a notary to keep a separate 
and identical record to prove the correctness of the cashier’s accounts, 
the latter’s records being certified by the notary if found to be correct. 

The first record of a complete system of double entry bookkeeping is 
found in the books of account at Genoa in 1340. Subsequently, in 1406, 
we find Soranzo & Brothers not only kept ledgers, but accounts such as 
Profit and Loss and Capital, and by 1482 the ledgers were closed and the 
profit had been calculated on an annual basis. 

The importance of the accountant at that time is shown by the fact 
that in 1484 Duke Grandaleozzo Maria, Visconti of Milan, granted to 
Giovanni Longoni, his accountant, the legal right to confer upon his de- 
scendants hte office of Accountant of Milan. At this period, it was propi- 
tious that a scientific presentation of bookkeeping should be given to 
society, and Frater Paciloi published his memorable work on bookkeeping. 
The system he descrbied was the first treatise on double-entry Bookkeeping, 
and it has had but few changes in principle in the past 437 years. 

Before I leave Italy, I would like to follow briefly the educational 
facilities developed there for the training of the accountant. They have 
never been surpassed. 

We have evidence that training for the accountancy profession has 
existed in Italy for centuries. In the more remote times, we have already 
witnessed the organization of accountants’ societies, and the appearance of 
national characters insisting upon the accountant being properly educated. 

At Venice, in 1581, the Association or College of Accountants was 
established, and, to enjoy the benefits of membership, the accountant had 
to include in his education both academic and technical subjects, also 
presenting evidence that he possessed experience as a public accountant. 
Similar requirements were held by the Association of Accountants of Milan 
in 1742, a superior knowledge of Latin and law being a prerequisite to 
membership. By 1836, Pope Gregory XVI. ordained that accountants 
concerned with the activities of the papal States should pass the required 
technical examinations and submit a thesis. This was the first instance of 
which I know where a thesis was an integral part of an accountant’s exam- 
ination. 

It must be recalled that the state restricted the practice of accountancy 
to those who were properly qualified, thereby giving validity to the required 
examinations. By 1885, the training of accountants was removed from the 
control of individuals and placed with technical institutes, and their course 
consisted of modern languages, history, economics, bookkeeping, law, fin- 
ance, ethics and logic. At the close of the 19th century, these courses 
were approved by royal decree, and at the beginning of the 20th century 
there was established at Milan the Luigi Bocconi Commercial University, 
having for its purpose the development of accountants. By 1906, it was 
decreed by law that the practitioner must be a member of one of the 
societies, thus indicating his educational fitness for his work. The Associa- 


tion of Accountants of Milan was insrtumental, in 1919, in establishing 


52 





HISTORY AND DEVELOPMENT OF ACCOUNTING 


the Higher Institute of Accountancy, in order to supplement the training 
of accountants, and thereby created considerable confusion, as it was dif- 
ficult to tell the difference in authority between the Doctors of Commercial 
Science and the members of Associations. This was clarified by legislation 
in 1926. 
In passing, a few statistics re accountants’ associations in Italy. Here 
they are, with dates ef formation: 
1. College of Accountants of Venice—1581. 
Requisites of membership— 
(a) Permission of a magistrate; 
(b) Six years’ apprenticeship; 
(c) Pass three examinations: Law, Accounting, Oral. 


tht 


College of Accountants of Milan—1739. 

This secured so many privileges that it became necessary, in 1779, 
for the state to suppress it. 

College of Florence—1839. 


w 


4. College of Milan, revised—1840. 

5. Societies of Accountants for each province—1879. 

6. These societies amalgamated at various times from 1885 to 1906 
into One association. 

7. All societies merged in 1929 into ‘National Federation of Fascists’ 


Syndicates of Intellectual Workers.” 

This leaves Italy as it stands to-day. Let’s move over to the other 
half of that “mutual admiration” alliance and see what Germany has to 
show us: 

The earliest records of bookkeeping in Germany that are available 
came to light only recently, and are the account books of Herman and 
John Wellenborg, of the town of Lubeck. These cover transactions from 
1329 to 1360. Considerable progress, of course, has been made in the 
profession there, but details of it are very meagre, and it would appear 
that any development made was of the imported type. 

There has been enacted a law which permits industrial and commercial 
chambers the right of chartering individuals as accountants, and this in- 
volves a series of examinations which compare favorably with similar 
examinations in other countries. 

There are various other groups of accounts practicing in Germany, 

one being known as “Graduated Accountants,’ who have three years’ 
university commercial training behind them, which they follow by a fourth 
year of accounting, ending with an official test. 

It is anticipated that one big association will be formed and that regu- 
lations will become more standardized. At the moment, there are three 
associations in Germany, as follows: 

1. The Association of German Accountants (V. D. B.)—1896. 

2. The Federation of Book Experts in Germany. 

3. The Association of Professional Accountants and Trustees’ Com- 

panies of Berlin—1926. 

But, so much for Germany, I would now like to throw some light on 
the set-up in Roumania, Austria, Poland and Switzerland. 


Roumania. 
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It is within the past 25 years that accountancy became a profession 
there, but progress has been most rapid, and in 1921 legislation was passed 
restricting practice to legally qualified accountants, and specified that cer- 
tain companies must be audited by one of these men. It is the only 
European country, outside of Italy, that has legislation of such a nature. 

The Association is known as the Association of Authorized and Expert 
Accountants, and has three grades of membership: the articled clerks, with 
less than two years’ experience; some 4,500 Authorized Bookkeepers with 
at least two years’ experience, and over 2,000 Expert Accountants who have 
over five years’ experience. The organization is considered as an entity, 
but it has branches in various districts, each being attached to the district 
court. 

Austria. 

Here we find a different picture. Development has been very slow, 
possibly due to lack of legislation. Companies are required to submit their 
balance sheets for inspection, but they usually have two of their own book- 
keepers compare the statements with the ledger accounts and let it go at 
that. Efforts have been made to discourage this practice, but without 
signal success. 

In 1904, the College of Expert Accountants of Vienna was formed 
and, from 1907 on, several associations were formed, but all that was re- 
quired for membership was registration—no examinations. In 1919, these 
associations tried for legislation, without success, but in 1928 they were 
successful in forming a new association, known as the “Compulsory Com- 
munity of Book Reviewers in Vienna,” and they have pledged themselves to 
better conditions. 

Poland. 

The practice of accountancy as a profession and accountants’ societies 
were unknown in Poland up to 1903. However, in 1929, a law was passed 
which regulates the practice of accountancy to the extent that an accountant 
must investigate the books of a company which started business without a 
cash contribution of capital. There is one association of accountants in 
existence there now, and the state is at present preparing a list of require- 
ments for the public accountant. 

Switzerland. 

Here, also, the profession of public accounting was unknown until 
the beginning of the 20th century, and even to-day the law does not re- 
strict the practice of the accounting profession. The Society of Swiss 
Accountants was formed, and in 1915 they found it advisable to have all 
who applied for membership to sit for a written examination. Other as- 
sociations sprung up during the next ten years, and, in 1925, all joined 
hands and formed the Swiss Chamber of Accountants. Their exams are 
arranged in two parts—one for accountants with firms, and one for pub- 
lic accounting practice. Much is being done at the moment to raise the 
standards to a higher level. 

Let’s move a bit north and see what tendencies are in Norway, Fin- 
land, Sweden, Denmark and Holland: 


Norway. 
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In Norway, the right to engage in accounting is denied to no one. 
By terms of a law enacted in February, 1929, one may become a “State 
Authorized Auditor,” provided he is a Norwegian citizen, twenty-seven 
years of age, and otherwise complies with the law. The candidate must 
pass the state examination and present his certificate to the Government 
for endorsement every five years. 

Denmark. 

Here, the development is somewhat along the same lines as in Nor- 
way. In 1909, legislation was enacted authorizing the Minister of Trade 
to appoint State Authorized Accountants, and these gentlemen have to 
pass as comprehensive an examination as can be found anywhere. One 
of the outstanding features is that these accountants must not be engaged 
in any other work than that of accountancy. 

Sweden. 

The Swedish Accountants’ Society was formed in 1899 and, at the 
same time, the laws were amended to permit the minority of the stock- 
holders of a limited company to appoint an auditor. In 1912, the Cham- 
ber of Commerce of Stockholm undertook the appointment of accountants, 
and now controls them. To be eligible for appointment, a man must be 
twenty-five years of age and have passed an examination given by the 
University. 

Finland. 

It was not until April 18th, 1911, that the Finnish Accountants’ As- 
sociation was founded. It concerned itself with the education of the ac- 
countant and awarded a certificate to the candidate who successfully passed 
its examination. This association has now been dormant for a number of 
years, as the various Chambers of Commerce have taken it upon them- 
selves to permit qualified accountants to practice under the name of Auth- 
orized Accountants. In May, 1925, a new association, called the ‘‘Associ- 
ation of Accuontants,” recognized by the Central Chamber of Commerce, 
was created, and previous regulations were scrapped. To become a mem- 
ber—and there are only fifty of them—one must be thirty years of age 
and prove acceptable education and practical accounting training. 
Holland. 

The Netherlands Institute of Accountants was formed in 1895, and 
was built up along the lines of the British Associations, except that the 
apprenticeship was eliminated. There were two classes of members—one 
with over five years’ experience, and one with less, and the organization 
functiond smoothly until 1906, when a difference of opinion re manage- 
ment sprung up among the members, and several withdrew and founded 
the Association of Netherlands Accountants. Later, the two groups patched 
up their differences, and they joined hands once again, thereby eliminat- 
ing the younger association. But, going back a bit: In 1899, several ap- 
plicants for membership in the original institute were turned down because 
of lack of qualifications, and they immediately formed ‘The Netherlands 
Federation of Accountants.” In 1902, another group formed the ‘National 
Organization of Accountants.” These carried on until 1922, when they 
went together, under the new designation of “The Netherlands Organiza- 
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tion of Accountants.” Still another organization has just been recently 
formed, known as the “Netherlands Bond of Accountants,’’ and, so far 
as I know, it is still functioning. In all instances, membership is secured 
only by examination. 

Let’s go to Belgium, and then to France. 

Belguim. 

Since the early part fo the 19th century, Belgian law courts have 
commissioned expert bookkeepers to investigate accounting records. The 
first association was formed in 1903, and it was known as “The Chamber 
of Expert Accountants,” with two grades of membership—the expert, and 
the accountant—the former requiring ten years’ practical experience, both 
classes securing stand strictly by examination. 

A noteworthy point in Belgium is that they are rapidly carrying out 
steps to raise accounting to the level of the professions. 

France. 

The genesis of accountancy as a profession in France is believed to 
have dated from 1881, when the Society of French Accountants was formed 
and the 


expert accountant, the examinations being both oral and written, and of a 





with three classes of members—the bookkeeper—the accountant 


most comprehensive nature. In 1913, the expert division broke away 
from the parent body and formed a new organization, known as the 
“Company of Expert Accountants of Paris,’ and almost simultaneously 
“experts” in other sections of the country formed similar associations. To- 
day, there are scores of such associations, all under the finger of a con- 
trolling board known as the ‘Federation of Companies of Expert Ac- 
countants of France and Colonies.”” There are about 400 members of this 
Federation. 

In 1916, official recognition was given to accountancy, and by Presi- 
dential decree, in May, 1927, the “Degree of Expert Accountant recog- 
nized by the State’ was brought into existance, and the members of the 
various associations could secure this by examination and proof of five 
years experience. 

Let’s now take a look at England, Scotland and Ireland. 

Scotland. 

There is ample evidence available, as I mentioned before, that pro- 
fessional accountants practiced in Scotland in the 17th Century, but much 
of the accounting work during that period was performed by lawyers. The 
first accountants’ society in the British Isles was founded in Edinburgh, 
in 1853, and was known as the Institute of Accountants. By October 23, 
1854, this institute had received its charter, with the official name of “The 
Society of Accountants in Edinburgh.” 

It is interesting to observe some of the reasons which were set forth 
in the petition for the charter. The members of the institute frankly in- 
formed the Crown that the profession of which they were members was 
of long standing and highly respected; that, through the activities of its 
members, the profession had grown in importance, which warranted con- 
sideration by the state; that the work of the accountant consisted not only 


of some of the duties of the actuary, but required the accountant to have 
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a horough knowledge of all business transactions, to be able to successfully 
perform the duties of a trustee and, more particularly, he was required 
to have a most comprehensive knowledge of the law of Scotland which 
pertained to commercial affairs. The petition also requested the power to 
make by-laws, especially with regard to the matter of education and quali- 
fication for membership. 

The charter granted to the Society gave its members the right to use 
the words “Chartered Accountant,’ of which the Scotchman is justly proud 
as his fellow countrymtn in England and Ireland must designate their 
ofice by the words “Fellow Chartered Accountant” or ‘Associated Char- 
tered Accountant,” but not “Chartered Accountant.” 

In conformity with its charter, the Society of Accountants of Edin- 
burgh prepared and conducted professional examinations for candidates 
for membership, and in this respect require an apprentice to attend law 
classes in a Scotch university. The society has created one of the finest 
Accountants’ Libraries int he world, containing several works which are to 
be found in only a few other libraries. 

Glasgow realized the benefits accruing from as imilar society, and on 
March 15, 1855, received her charter as the “Institute of Accountants and 
Actuaries of Glasgow.” This institute was formed on the same lines as 
the Edinburgh society, with the addition that it conducted tutored classes. 

In 1867, the Society of Accountants of Aberdeen was chartered, and 
in 1893 all three of these societies co-operated towards uniformity, which 
led to the use of “Chartered Accountants of Scotland”? being adopted as 
the official degree. Since 1897, these societies have issued the Accountants’ 
Magazine, which is an authoritative publication on accountancy. The 
total membership is around 3,000 individuals. 

England. 

The work of the professional accountant during 300 years following 
the publication of Hugh Oldcastle’s work, in 1543, grew in importance 
but failed to attract a large number of practitioners. From authoritative 
sources in London, we find there were not more than 250 individuals 
practicing public accounting in that city in 1850. However, with the 
economic deveiopment of the country, the number of accountants almost 
doubled within the next 20 years. In the eraly part of 1870, there was 
established in London the Institute of Accountants. 

Three similar societies were formed in rapid succession: The Man- 
chester Institute of Accountants, created on February 6, 1871; The Society 
of Accountants in England, founded January 11, 1973, and the Sheffield 
Institute of Accountants, which was organized on March 14, 1877. All of 
these accounting societies joined in a petition for a charter of incorpora- 
tion, which was. submitted to the Crown, and on May 11, 1880, Queen 
Victoria granted the charter, which named all existing accounting societies 
and incorporated them into one association, known as “The Institute of 
Chartered Accountants in England and Wales.” This organization to-day 
has a membership of slightly over 9,000, has a magnificent library, and 
publishes a most authentic magazine known as “The Accountant.” 

Various other accounting societies have come into existence in Eng- 
land, the most outstanding one being the Society of Incorporated Ac- 
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countants and Auditors, which was incorporated in 1855, and is on the 
same plane as the Institute of Chartered Accountants. Their membership 
to-day is around 5,200. 

Ireland. 

The progress of the accountants towards the end of the nineteenth 
century caused many of the practitioners in Ireland to form the Institute 
of Chartered Accountants in Ireland on May 14, 1888. In the main, it 
follows closely the rules of the English associations, but, of course, has a 
very small membership, there being about 230 names on its rolls. 

Now, suppose we get nearer home, and see what had been done in 
South America, Central America and Mexico. 

Here, three countries stand out—Argentina, Chile, and Uruguay. The 
others have done little or nothing to regulate accounting. 

Argentina. 

In Argentina, there is one organization known as the Doctors of 
Economic Science and Public Accountants, which was created by account- 
ants, but, unfortunately, is not as active in accounting as it is on economics. 
There are about 500 members in this organization, composed of three 
grades-—the Mercantile Expert or Bookkeeper; the Public Accountant or 
Auditor, and Doctors of Economic Science or Lawyer-Accountants. 

Chile. 

Chile is somewhat better off, with three organizations furthering the 
interests of accounting. These are the ‘Society of Certified Accountants 
of the State of Santiago,” the “Association of Certified Accountants of 
Santiago” and the “Association of Certified Accountants of Talca.” 
Uruguay. 

It is with a sense of pride that we must look to Uruguay, as she was 
the first country in the Western Hemisphere to legally recognize and regu- 
late accounting. This was done in 1825, and it definitely restricted the 
practice of accounting, and this was again tightened up in 1919, when the 
“National Association of Accountants and Bookkeepers” was chartered, 
and only its members were allowed to practice. Many of its members are 
of foreign origin, having been granted credit for the education obtained 
outside of the country. 

Central America, Mexico, and Adjacent Countries: 

After an exhaustive investigation, I have not been able to secure 
much information on accounting conditions in these countries. There is 
an “Institute of Certified Public Accountants” in Mexico, with a member- 
ship of about 100, and the University of Mexico confers a degree in ac- 
counting, which permits the holder to practice, but other than that, I am 
at a loss to know much of our profession in that country. 

Porto Rico has its “Porto Rican Institute of Accounting” with 50 
members. It confers the C. P. A. Degree and uses the examinations of 
the “American Institute of Accountants.” This institute was formed in 
1927, and I have been unable to go back beyond that year. 

Cuba also appears to have done little until 1927, when thier Superior 
Schools of Commerce began conferring two degrees—one the Authorized 
Public Accountant, and second—that of Industrial Accountant. The 
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former is confined mostly to government work, whereas the second are the 
practicing public accounting or engaging in industrial accounting. There 
is no association. 

Now for our good neighbour—the United States. 

Accountancy as a profession in the United States has been practiced 
more than half a century. While as early as 1850 accountants were en- 
gaged there in the prosecution of work of a public nature, it may be 
conservatively stated that it was not until about 1875 that the practice of 
public accountancy became general. 

As early as 1882, the first association, composed of both public and 
private accountants located throughout the country, was organized in New 
York. This society was known as the “Institute of Accountants and Book- 
keepers,” and its purposes were educational and scientific, to the extent 
that it contributed materially and directly to the subsequent development 
of accountancy, not only in New York, but in other states as well. 

The activities of the accountants in New York, Pennsylvania and other 
eastern seaboard states lead to the organizing in New York, in 1886, the 
first strictly professional association of accountants, known as “The Ameri- 
can Association of Public Accountants.”” With the passing of the years, it 
became more apparent that public accountants should have a distinguish- 
ing title, and, in 1894 and 1895, legislation was enacted to legalize the 
title C. P. A. Within a year, the first state society of “Certified Public 
Accountants”’ was organized, in New York, to be followed, in 1899, by a 
similar society in Pennsylvania, and so on, until the last society of a total 
of 53 was formed in Porto Rico in 1927. 

As a natural consequence of this legislation enacted in 1899, the var- 
ious state societies formed the “Federation of Societies of Public Ac- 
countants of America,” in 1902, with the idea of co-ordinating the ac- 
tivities of all the state bodies. In 1905, this federation amalgamated with 
the “American Association of Public Accountants,” the new organization 
retaining the latter’s name and having as it object the sponsoring of 
federal supervision of accountants. 

In 1916, a most progressive step was taken, when the ‘American 
Association of Public Accountants” became the “American Institute of 
Accountants,” with a federal charter, and the policy favoring federal regu- 
lation was discontinued. I am unable to give you the total membership 
controlled by this institute and its 53 afhliates, but I venture to say that 
there are several thousands. 

I would like to draw your attention to a few miscellaneous countries, 
coming back to Canada, and then the long-awaited end of this discourse. 
Japan. 

More than three decades ago, Japan caused her young men to be- 
come educated in accountancy in the great schools of various countries, 
and it is not with any element of surprise that we find that the first ac- 
countant’s society was established by those missionary students who have 
now become leaders of the profession in that country. 

In 1917, the “Japanese Society of Accounting’ was organized, and 
now enjoys a membership of about 500 individuals. A second society, 
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known as the “Japan Society of Public Accountants,” was authorized by 
State in 1922. 

By authority of the accountants’ law, passed in 1927, which defines 
the duties of the public accountant, we find that a member of either of 
these societies may, upon compliance with the law, become eligible to 
practice as a professional accountant. 

China. 

China has followed along the same lines as Japan, but is at present 
about at the same stage as Japan was in 1917. That is, she has, and is, 
sending young men to foreign countries to gather all the knowledge pos- 
sible to develop accountancy in the home country. There is, or was, one 
small association of accountants in Shanghai, known as the “Chinese As- 
sociation of Accountants,” and its policies have been directed along a 
broad line of development. 

India. 

Here, development has been along lines similar to those found in 
England, to the extent that the Chartered Accountants and Incorporated 
Accountants of the six leading societies of England, Wales, Scotland and 
Ireland may practice there. The outstanding society of the country is 
located at Bombay, where it operates under the name of “The Society of 
Professional Accountants.” Its membership is open to aliens who comply 
with its rules, and, if its desires materialize, we may expect to see a hasten- 
ing in the proper development of accounting there. 

Australia. 

Australia has enjoyed the benefits of many accounting societies, which 
now have become affliated with the three largest institutes in that country. 
The first society was known as the “Adelaide Society of Accountants.” It 
was establsihed in 1885, and subsequently became the “Institute of Ac- 
countants in South Australia.” Following this was the “Incorporated In- 
stitute of Accountants of Victoria,” which was established in 1886, and 
was later known as the “Commonwealth Institute of Accountants.’ This 
institute, in later years, acquired the “Institute of Accountants and Auditors 
of Western Australia,” organized in 1900, and also the “Queensland In- 
stitute of Accountants,” founded in 1891. This Commonwealth Institute 
is now about the most important group in that country, with a membership 
bettering 3,200. 


In 1894, the “Sydney Institute of Public Accountants” was formed, 
followed, in 1897, by the “Tasmanian Institute of Accountants” and, in 
1908, the “Institute of Incorporated Accountants’ came into existence. 
The ‘Australasia Corporation of Public Accountants” was formed in 1907 
and, for the first time, limited memberships in an association to only those 
engaged in professional work. Still another organization was formed, 
called the ‘Federal Institute of Accountants,” and this now shows a mem- 
bership of about 2,000. 


As I mentioned before, these associations and institutes have now 
combined, until there are only three really strong bodies in existence in 


Australia. 
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New Zealand. 

In New Zeuland, accounting has been influenced greatly by England 
and Australia, and there are two good organizations operating, which have 
developed accountancy through sound education and careful guidance. 
These are: “The Incorporated Institute of Accountants of New Zealand,” 
formed in 1894, and the “New Zealand Accountants’ and Auditors’ As- 


sociation,” formed four years later. 


South Africa. 

Several accountants’ organizations have come to light in South Africa, 
one of the first being that of the ‘Institute of Accountants and Auditors 
in the South African Republic,” in 1894. By 1903, the “Institute of 
Chartered Accountants in South Africa” had made its appearance, and 
in the immediate years following the “Transvaal Society of Accountants,” 
in 1904; the “Cape Society of Accountants and Auditors,” in 1907; the 
“Natal Society of Accountants,” in 1909; the ‘Society of Accountants and 
Auditors in the Orange Free State,” and the ‘Rhodesia Society of Ac- 
countants,” both in 1918, were formed. 

In 1921, the Transvaal, Natal, Cape and Orange Free State Societies 
affiliates and adopted the degree of Chartered Accountant of South Africa. 

There are approximately 900 members in this society, and they follow 
closely the influences of the English societies. 


Now, just a word, in conclusion about 


Canada. 

The accounting profession here is so close to us that little need be 
said about it to a group such as this, but possibly you would be interested 
to know that the splendid progress which the profession has made here 
may be attributed, in part at least, to the beneficial influence and the actual 
assistance rendered by the Scotch and English Chartered Accountants with- 
in and from outside of the country. You are all familiar with the as- 
sociations in existence in our country to-day, but you might find some 
interest in the fact that the first organization in Canada was known as the 
“Association of Accountants in Montreal,” formed in 1880. We have 
progressed far since that date, but there is still a great deal to be accom- 
plished, and I sincerely believe that we of the General Accountants’ As- 


sociation, are doing more than our share to reach the desired goal. 


Note:—This article was originally given before the General Accountants’ 
Association at Montreal, at which time the speaker acknowledged 
the assistance given to him by the many associations who gracious- 
ly supplied him with data, and also to Messrs. Green, Murray and 
Littleton, from whose works he has drawn heavily for historical 


tacts. 
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Depreciation as Allowed Under the Income 
War Tax in Relation to Cost Accounting 


An Address Delivered Before Montreal Chapter, Jan. 14, 
By 
MR. ROLAND SWIFT 


Special Field Auditor, Dept of National Revenue, Ottawa 

There are many definitions of depreciation, but I think I cannot do 
better than give you that of Dicksee. 

“Depreciation is a shrinkage of value which, in the ordinary course 
of events, may be expected to take place, as being a necessary consequence 
of the possession and engagement of the asset, and consequently is a charge 
to Revenue.” 

You will notice that Dicksee particularly specifies two things—the 
possession of the asset and the engagement of the asset; well, so does the 
Income Tax Division of the Department of National Revenue. 

The law does not compel any person or corporation to make pro- 
vision for the wear and tear of an asset, but if no charge is actually set 
up in the books and financial statements, then the Division will make no 
allowance for depreciation in that particular period, provided a profit has 
been made, and will tax the profit shown in full. If a loss is made, then 
we come to an entirely different situation. 

As you are all aware, depreciation which takes care of the wearing 
out or exhaustion of the assets, does not depend on the result shown by 
the financial statement at the end of the period, but is occasioned by the 
use of these assets, therefore, this Division takes the stand that depreciation 
cannot be postponed in non-profitable periods and larger amounts than 
the normal depreciation set up in profitable periods; therefore, if a finan- 
cial statement, showing a loss for a fiscal period, is submitted and no de- 
preciation has been set up, this Division will institute into its records one- 
half of the normal depreciation for the year and add same to the ac- 
cumulated total of past periods. : 

In all cases, when the accumulated depreciation on such assets which 
are included under the general caption of Buildings, Plant and Machinery, 
Furniture and Fixtures, etc., reaches a sum which amounts to 80% of the 
cost value, then this Division limits the allowance to 10% of the normal 
depreciation on the balance, i.e., 20% of the assets, plus the normal 
depreciation on the additions from the date the accumulated depreciation 
reserve equalled 80%. 

It is a pecular fact that, up to the present time, there have been few 
cases where depreciation on buildings has reached 80%, and then the 
buildings were frame construction, which carry a depreciation rate of 5%. 
Effect of Repairs, Renewals and Replacements on Rates of Depreciation. 

The depreciation allowance is intended to cover the estimated reduc- 
tion of utility value occurring in spite of ordinary current repairs. In- 
cidental repairs which neither materially add to the value of the property 
nor appreciably prolong its life, but merely keep it in an ordinarily efficient 
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operating condition, should be deducted as an expense item, and repairs 
in the nature of replacements which do appreciably prolong the life of the 
property and arrest deterioration should be classed as capital expenditures 
or be charged against the depreciation reserve. An item which might be 
classified as a capital expenditure under certain circumstances may, under 
different facts and circumstances, be considered an expense item. The 
particular circumstances in such cases should be taken into consideration 
in determining into which class the expenditures fall. While property in 
use, even though kept in good repair, has only a limited expectancy of 
usefulness, it is nevertheless true that the expectancy of usefulness is largely 
dependent upon hte extent to which repairs are made and th property 
maintained. Accordingly, in determining the depreciation allowance, due 
weight must be given to the taxpayer’s accounting policy with respect to 
repairs, maintenance, replacements, and charges to the capital account and 


to the depreciation reserve. 


Salvage Value. 

Salvage value is the net amount realizable from the sale of an asset, 
the usefulness of which is in the taxpayer’s business exhausted, in excess 
of the cost of dismantling or removing the asset. It should be taken into 
consideration when computing depreciation by deducting it from the cost 
or other allowable basis. 

Depreciation may not be allowed on property already depreciated to 
the point where its present value represents salvage, scrap, or junk value. 

Assets acquired or discarded during taxable year.—Any asset acquired 
or disposed of during the taxable year for which the depreciation is being 
computed should be depreciated only for the actual number of months 
during which such asset was in use. However, where changes are small in 
amount and so numerous as to make it impracticable to compute the actual 
time that each asset was in use, the net amount of the additions for the 
taxable year may be averaged by dividing the total expenditures during 
the whole year by two. 


METHODS OF APPORTIONMENT 
Stragiht Line, and Other Methods. 

The capital sum to be replaced by allowances for depreciation over 
the useful life of the property may either be deducted in equal annual 
installments, this plan being generally known as the “Straight Line,” or 
“fixed percentage’’ method, or in accordance with any other recognized 
trade practice, such as apportionment to units of production. Whatever 
plan or method of apportionment is adopted must be reasonable and 
should be described in the return. 

The “straight line” or “fixed percentage’ method as applied by the 
Commissioner assumes the rate of depreciation to be uniform during the 
useful life of the property. The simplicity of the straight line method of 
determining depreciation makes it administratively desirable, and generally, 
it appears that the stragiht line method approximates the actual deprecia- 
tion as nearly as any of the other so-called scientific methods. However, 
in the case of assets used in the extraction of natural resource deposits and 
in certain other cases, the unit of production method would appear to 
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reflect more accurately the depreciation sustained. The Income Tax Divi- 
sion, however, will neither approve or disapprove the use of a particular 
method in advance of the audit of returns, but whatever plan or method 
is adopted by the taxpayer, if reasonable, will be accepted. 


Item and Composite Rates of Depreciation. 


This Division does not look with favour upon alowances for depre- 
ciation computed on a composite rate and, in all cases, this policy has been 
adhered to, with the exception of Public Utilities Power Companies, where 
the rates of depreciation have been fixed by the Public Utilities Commis- 
sioners operating in the provinces under provincial jurisdiction. The al- 
lowances for depreciation should be computed and recorded with express 
reference to specific items, units, or groups of property, each item or unit 
being considered separately or included in a group with others to which 
the same factors apply. 

The Income Tax Division considers depreciation by items, or by the 
groups of items having practically identical physical characteristics and 
length of life to be the sounded method of accounting. 


The Income Tax Division is aware of the fact that, where such rates 
are attempted to be determined in respect of numerous assets having wide- 
ly different spans of life, there is no satisfactory method of checking the 


accuracy of the rate by actual experience. Even with respect to units 
having estimated lives of similar duration, it is only a matter of chance 
when a particular unit is discarded or consumed at the exact end of its 
estimated life. The composite rate presupposes compensating errors where- 
in depreciation will be allowed over a period longer than the expected span 
of life om some items and will be allowed over shorter periods in the case 
of items which are discarded prior to the expiration of their estimated ave- 
rage lives. These compensating errors necessitate the ruling, inherent in 
composite rate cases, that no loss or deduction with respect to the retire- 
ment of specific depreciable assets included within the composite rate will 
be recognized unless it appears that the cost or other basis of such assets 
has not been recovered through prior composite depreciation allowances, 
bearing in mind the relative weight accorded such assets in arriving at the 
composite rate; provided, that the composite rate is redetermined to give 
effect, if any, to the resulting increase in the average lives of the depreciable 
plant assets to which such composite rate has been applied. Where no 
such loss is claimed on the premature discardation of assets, no redeter- 


mination need be made of the composite rate then employed. 


The Income Tax Division further recognizes that, except through 
inspections of the proportionate relation which reserves built up through 
composite rates bear to the asset accounts, there is little hope of determining 
when depreciation in excess of 100 per cent. recovery of cost is being 
allowed. Since, as hereinbefore explained, the function of the depreciation 
allowance is to return capital over the period of life of the asset and, for 
that reason, since allowances in excess of 100 per cent. of the cost or other 
basis are erroneous, composite rates of depreciation applied to mixed ag- 
gregates of assets have been rejected by the Income Tax Division. 
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